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wealth distribution strategy to incentivize citizens to build their human capital. In addition to increasing private sector employment, the note highlights the importance of improving citizens' access to productive and merit-based, public-sector employment through the outlined reforms.
In terms of fiscal policies, the GCC countries have heavily invested in infrastructure in recent decades and private sector activities remain dominated by the injection of hydrocarbon revenues through government spending. This is fiscally unsustainable at varying degrees across countries. In addition, high public sector wages for GCC citizens combined with generous social benefits and subsidies act as a scheme to distribute hydrocarbon wealth that in the long term reduces economic growth and diversification potential by restricting human capital accumulation. Also, the scale and composition of public expenditures has biased the demand for labor towards the low-skilled.
In terms of competitiveness policies, a focus on business climate reforms is necessary to attract foreign direct investment for research and development and to diversify exports through targeted investment promotion. A key ingredient to achieving more productive jobs growth is a high number of firm entries and exits, which helps to fuel job creation by small, younger firms, while allowing for swift exit of inefficient firms. This process fosters rapid growth of efficient firms both in term of employment and productivity. A sound business climate that encourages the creation of new businesses, allows them to be run efficiently, but also be closed easily, underpins this process. It is also the basis for effective implementation of other policies related to competitiveness, such as investment promotion activities and export diversification.
In terms of admission policies, the current sponsorship system limits workers' internal labor mobility, and provides no incentives for firms to provide training. In some cases employers extract substantive rents by paying workers below their marginal value product of labor, biasing outcomes towards low-skilled migration. The demand for low-and semi-skilled manual labor will continue, and it is important that employers have adequate access to migrant labor. However, GCC citizens will also continue to have high reservation wages, especially in some of the smaller and richer GCC countries, such as Qatar and Kuwait. Therefore, linking labor demand in the GCC closely to the supply of foreign labor remains critical to ensure that GCC firms continue to have access to inputs that can guard their competitiveness. At the same time, attracting and retaining high-skilled talent, as well as reducing the bias towards low-skilled labor, will require further reforms in the sponsorship system that can strengthen workers' rights, internal mobility, incentives for training as well as provide a path towards permanent residency. Providing more social protection to migrants in the form of mobility savings accounts (MSA) is another important step in that direction.
Reforms are also needed in the areas of social protection, labor, governance, and education to ensure that GCC citizens are willing accept more private sector jobs. GCC countries have social protection policies that effectively alleviate poverty, but because of their focus on public employment, they provide few incentives for GCC citizens to participate in the private
sector. An equally effective but more efficient alternative would be one of an unconditional cash grants (or universal basic income) for GCC citizens, combined with generous social services and so-called "in-work benefits" that reward private sector jobs. The cash grants and social services would ensure a basic guaranteed minimum income and adequate access to social services, while in-work benefits would be conditional on having a job and would ensure that GCC citizens can, at least in some sectors, compete with foreign workers and still reap income comparable to current levels. Such a combination of benefits and services could also serve as a tool to manage the political economy challenges of public sector reforms.
Reforming public sector employment to increase the productivity and meritocracy of jobs for GCC citizens entails three key recommendations. First, while public sector pay should remain competitive to attract highly skilled workers, it needs to correspond with actual productivity levels. Second, introducing a meritocratic system and formal performance management tools in the public sector would increase competition among public sector employees and potentially increase productivity. Finally, in some of the larger GCC economies, rationalization of recruitment of citizens into the public sector might be necessary. Further increases in public sector employment to absorb an expanding and increasingly educated national labor force may contribute to increasing the non-oil fiscal deficit that may prove unsustainable in the near future.
Given the GCC's rapidly growing populations and rising unemployment among some countries, the transition to this more deliberate rationalized recruitment in the public sector, while ensuring an increased private sector activity, is vital from a fiscal standpoint as well as from a service quality perspective.
Finally, education reforms are needed to ensure that GCC citizens are not just willing, but also able to compete for jobs with the right set of skills. Reforms require a sequenced combination of education and skills development activities that include investments in early childhood education that produce stronger systems with clear learning standards and good teachers, and a proper regulatory environment, as well as strengthening pre-employment skills to ensure a smooth transition into the labor market. Together, labor demand-and supply-side reforms should lead to GCC citizens accessing more and better jobs in both the public and private sectors, and ultimately leading to a new social contract. This note elaborates on this line of reasoning and highlights how the World Bank can assist GCC governments in achieving their stated objectives of increasing citizens' access to more and productive employment and supporting the shift towards a knowledge-based economy.
Introduction
The countries of the Gulf Cooperation Council to all policies regulating entry, exit, residency, and work permits for non-citizens.
Low-skilled sectors like construction and retail have been fueling non-oil growth.
As a result, the competitiveness of other high value-added exports has been hampered, with most GCC economies still highly dependent on oil. Importantly, wealth is distributed among citizens through generous transfers and subsidized public sector jobs, which generates harmful distortions in the economy.
Meanwhile, GCC economies have been relying on migrants to do low-skilled work. Of the 7 million net jobs created between 2000 and 2010, 1.6 million (23 percent) were created in the public sector, and GCC citizens filled 1.1 million of these jobs. Only 700,000 GCC citizens entered new private sector jobs, and foreign workers filled the remaining 4.7 million private sector jobs, the large majority (4 million) of which were in low-skilled occupations. While this approach can maintain
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living standards in the short to medium term, it comes at the expense of productivity growth. Labor productivity and total factor productivity has been stagnant or declined over the last 10 years. 3 Other negative spillovers stemming from this divergence between growth and productive job creation include limited incentives to invest in education and human capital, in addition to the exclusion of certain groups, particularly youth and women, from the labor market as public employment opportunities become limited in larger GCC economies.
In following this path, most of the GCC countries have not achieved their stated goals of (i) more private sector employment of their citizens; (ii) a diversified, knowledgebased economy; and (iii) a rebalancing of their population towards less reliance on foreign workers. 4 Failure to achieve these goals risks undermining the development of the entire region. Undoubtedly, developing a knowledge-based economy with a strong, diversified and export-oriented private sector in which GCC citizens participate is a high ambition; but it is both achievable and vital for the further development of GCC countries.
Arguably, one of the main challenges for the GCC is that citizens are less inclined to accept private sector jobs given the relatively high salaries in the public sector, where jobs are more secure and work requirements are not as high as in the private sector. 5 At the same time, public sector jobs are readily available for GCC citizens to the extent that there is almost of an implicit public sector employment guarantee for citizens in some of the smaller and wealthier GCC countries.
In combination with a range of other social 
Fiscal Consolidation & Labor Markets
By addressing labor market issues, GCC policy 
Business Climate Reforms
Evidence from developing countries suggests that the biggest net ( 
Attracting FDI for Higher Value-Added Production & Export Diversification
The focus should be on attracting foreign direct investment (FDI) for research and development and production of goods and services that are intensive in their use of capital and technology. So far, FDI has not led to higher export sophistication and quality (Callen et al. 2012) . The large majority of Another example is advanced manufacturing, which is heavily reliant on services. For example, the value of a modern electric car comprises over 50 percent services.
Services themselves can be tradable and highly valuable. Moreover, the service sector is likely to be one in which GCC citizens are willing to work and able to earn the returns on education they seek, as evidenced by some successes in the GCC in aviation, logistics, and tourism. Also, in some GCC countries, notably Oman and Saudi Arabia, the substitutability between migrants and citizens might be higher than in others; in all GCC countries, there will be some substitutability in certain segments of the labor market, such as clerical jobs.
In short, GCC countries need to review their admission policies to assess how migrant labor is impacting the jobs prospects of their citizens, but only after careful analysis of the potential impact of admissions policy reforms on firms' and citizens' competitiveness in the labor market. it also serves GCC governments as a tool to keep resources for investment in the country. 
Reforming Foreign Labor Recruitment: Guiding Economic Principles
Linking Labor Demand in the Country Closely to the Supply of Foreign Labor
Assessing & Monitoring the Impact of Foreign Recruitment on the Local Labor Market
Nevertheless, such a relatively flexible recruitment policy also has drawbacks.
In many countries, the concern has been that the unrestricted supply of immigration drives down wages for citizens and increases unemployment among some of the low-and semi-skilled national workers. In the GCC context, this concern might be less relevant, 
Retaining successful migrants in the country
Reforming Social Protection for Migrants
Another way to attract more global talent is to provide more comprehensive social and employment protection to foreign workers.
This may take the form of mandatory health insurance, and mandatory savings schemes in lieu of old-age pensions and severance pay. In this regard, mobility savings accounts Implementation of a new scheme is always a challenge. Some GCC governments, like Dubai and Saudi Arabia, seem to be on the path towards successful implementation of schemes to increase income protection for expatriate workers with limited marginal labor costs for employers.
The schemes would add savings to their economies and help to retain skilled and experienced workers. 
Social and Labor Policies
13 In line with OECD and European Union (EU) practices, Qatar measures its relative poverty by its population's current standards of living (SoL)-with the threshold of decent SoL (RPL) determined at 50 percent of the median value of equivalent income/consumption. Based on the 2012-2013 Household Income and Expenditure Survey (HIES), the threshold of decent SoL (RPL) has been calculated to be QAR 3,514 per month for Qataris. The percentage of low-income Qataris whose income equivalent is less than the QAR 3,514 is 8 percent.
14 In some cases, like in Qatar, the state has also utilized the pension system to channel benefits beyond the value of the contribution flows, providing enormous work disincentives, particularly for women. Foreign, private Foreign, public Nationals, private Nationals, public These figures suggest that job opportunities in the public sector are insufficient to absorb the rapidly growing youth and female segments of the labor force, and unemployment could rise in coming years among these groups unless they find jobs in the private sector . 18 Econometric work presented by Behar and Mok (2013) finds that, on average, the creation of a public sector job comes at the cost of a private sector job for citizens.
This kind of crowding out may occur for three reasons: (i) reduced private sector economy activity; (ii) citizens' preference for a public sector job due to the wage differential; and (iii) citizens' acquired skills are geared towards finding a job in the public sector. 17 Even if the majority of foreign workers are low-skilled, evidence suggests that in some GCC countries, such as Saudi Arabia, their degree of substitutability with citizens is likely to be higher than highly skilled workers. IMF country report no.13/230 (2013) documents the high levels of unemployment and low levels of labor market participation among low-educated Saudis.
18 Job creation forecasts between 2012 and 2018 predict that unemployment could rise for all of the GCC countries, with the exception of the U.A.E., even if public sector hiring continued at its recent pace and private sector generated jobs for citizens of about 600,000 (which would constitute about one-half to onethird of the expected labor market entrants there is insufficient information to assess the impact of some of these programs, and unemployment rates remain relatively high.
Reforming Social Benefits: A New Way to Distribute National Wealth
As outlined above, the current labor and 
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Source: World Bank analysis.
There are infinite ways to design such in-work benefits and unconditional cash grants. Policy makers can choose the design depending on what they seek to emphasize.
If an emphasis on work incentives is considered unimportant, a simple unconditional cash grant would be sufficient.
If work incentives matter greatly, as they should, more emphasis should be put on in-work benefits. If, in addition, private sector employment is highly valued, an additional private sector premium could be introduced, or alternatively, the in-work benefit could only be paid for private sector employment.
As discussed in the governance section, large salary cuts in the public sector are rarely Such job security considerations lead many GCC citizens to turn down private sector careers even in cases where their expected wages and benefits would be comparable to or higher than in the public sector.
Across the GCC, the public sector demands less work effort overall than the private sector.
Two imperfect but indicative measures that can be used to look at this include hours worked and the importance of merit and performance in recruitment and promotions.
The shorter and more flexible working hours within public sector agencies are a big draw for GCC citizens, especially women, who value the additional time with family.
Credible data on actual hours worked by GCC
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civil servants is scarce, but existing data suggests that the de jure hours are very low by international standards (Table 1) Some GCC states such as Saudi Arabia have attempted to reduce this gap by regulating (reducing) working hours in the private sector. However, these policies may be difficult to enforce, and would need to be complemented by adjustments to public sector work schedules to be truly effective. 1,254.00
Governments in the GCC also typically place 
Reforming Public Sector Compensation Packages
In terms of wage payments, while public sector pay should remain competitive to attract high skilled workers, it needs to correspond with actual productivity levels. GCC governments should take steps to ensure that public salaries reflect true productivity and are competitive with wages in the private sector. If this is not the case, reservation wages of GCC citizens will remain high, and broad participation in the private sector is unlikely to be successful.
24 24 Comprehending the degree to which citizens in different GCC countries are overpaid compared to their marginal product requires a detailed econometric analysis that accounts for differences in education levels, years of experience, sector, and occupation. 
Rationalizing the Size of the Public Sector
To shift labor market incentives and rebalance employment between the private and public sectors, GCC governments (at least those with large national populations, such as Saudi Arabia) must rationalize the recruitment of citizens into the public sector.
This does not mean cutting jobs for citizens overnight, which could be politically difficult.
Rather, it means moving away from the previous policy of open recruitment, which has resulted in bloated and unproductive administrations, towards a more deliberate and targeted staffing strategy that identifies the best candidates for specific functions and administrative or service needs. Given the GCC's rapidly growing populations and rising unemployment among some countries, the transition to this more deliberate rationalized recruitment in the public sector, while ensuring an increased private sector activity, is both vital from a fiscal standpoint as well as from a service quality perspective.
GCC governments can also take progressive steps to contain the size of the public sector without compromising on capacity.
Governments may choose to temporarily or permanently freeze hiring in select ministries and agencies or introduce voluntary retirement schemes under which some citizens may choose to take their pensions early and exit the public sector.
Ultimately, job preferences among citizens and the attendant labor market segmentation will improve not only when the terms of employment become less attractive in the public sector, but also when there are less public sector jobs to go around.
The Broader Political Economy of Public Sector Reform
The above mentioned reform measures run contrary to decades of established practice in the GCC and will need to be introduced carefully and systematically. Elites may be loath to relinquish their ability to use civil service pay and employment as a mechanism for enhancing loyalty-even though evidence suggests that the mechanism's effectiveness is mixed at best. GCC citizens may resent efforts to foreclose job opportunities within the public sector, or to extract greater value and performance from the current workforce.
Despite these challenges, the task is not impossible. Some GCC localities, such as Dubai and Abu Dhabi, have been relatively effective in enshrining a performance ethos throughout their public sectors.
Other countries, such as Saudi Arabia, offer
proof that "islands of excellence" can exist in some parts of the public sector. In a world of low hydrocarbon prices, the fiscal reality is that the traditional development approaches pursued by many GCC countries are simply no longer attainable. More perniciously, a reliance upon large, highly compensated public sectors creates dysfunctional incentives that will undermine their long-term developmental goals. Unless addressed, these problems will become more acute. 
How the World Bank Supports GCC Countries
The main analytical products delivered include country-specific economic memoranda, public expenditure reviews, tax policy analyses, job diagnoses, systematic country diagnostics, and support to national development strategies.
In 
